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Goals of This SessionGoals of This Session

• What is the cost/benefit relationship 
between investment in environmental risk 
management and return on that investment?

• How does a company measure the return 
from environmental management 
investments?
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Why are we talking about 
valuation of environmental risk?

Quantifying Risk Drives all Decisions

ENVIRONMENTAL STRATEGIE S

To discuss how an 
environmental risk 

management department 
can increase profitability 
and decrease overall cost.

To discuss how an 
environmental risk 

management department 
can increase profitability 
and decrease overall cost.
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Environmental 

Liability

Environmental 

Liability

Environmental Liability Can Hurt

ENVIRONMENTAL STRATEGIE S

Logical Path to Realized ValueLogical Path to Realized Value

Value 
Leadership and 

Support

Value 

Creation

Value 
Measurement

Value 

Communication

Realized
Value
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Pharmaceutical Industry

Source:  Innovest Strategic Value Advisors

Industry Success MeasurementsIndustry Success Measurements

(Those companies that tend to over-perform from an environmental 
perspective tend to outperform the market)
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Where do we start?

Identify your objective
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What management wants?

Demonstrate Environmental Risk in Business Terms

ENVIRONMENTAL STRATEGIE S

What management gets?

This is a Dung Beetle
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Why management gets what it gets?

Communication is Critical

ENVIRONMENTAL STRATEGIE S

What the environmental risk 
manager should do?

Be a Leader
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What is Environmental Risk?What is Environmental Risk?

• Webster’s Definition

• Why is it important?

– Scares senior management

– Can greatly affect the decision making process

– Big issue in business acquisitions and divestitures

– Management wants environmental risk quantified and 
minimized, cost effectively

– Not often addressed because of a fear of what you 
might find, the time frame to complete the review, and 
the cost to conduct the evaluation

ENVIRONMENTAL STRATEGIE S

Environmental Risk ProfileEnvironmental Risk Profile

Environmental 
Risk Profile

Environmental
Health 

and 
Safety

Risk 
Management 

Review
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How Do You Measure Environmental Risk?How Do You Measure Environmental Risk?

• Agree to the assumptions and ground rules before 
you start

• Have a process that is consistent, reproducible, 
and defensible

• Use a business process with business tools

• Ask the right questions

• Be innovative and creative

ENVIRONMENTAL STRATEGIE S

Hint:  Techniques to Value      
Intangibles Are Essential

Hint:  Techniques to Value      
Intangibles Are Essential

• Relative Value

• Balanced Scorecard

• Competency Models

• Subsystem 
Performance

• Benchmarking

• Business Worth 

• Business Process Auditing

• Brand Equity Valuation

• Calculated Intangible Value

• Micro lending

• Colorized Reporting

• Knowledge Bank

Executive Briefing, “CFO’s Guide to Intellectual Capital”      
http://www.montague.com/le/le1096.html
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Warm Up Case StudyWarm Up Case Study
• Objective – Protect the company from future potential 

EPA/OSHA citations and fines

• Strategy/Protection Measure - Audit and compliance 
management programs

• Outcome Measure – Reduction in inspections, citations, notices 
of violation and deficiency, and fines

• Output Measures - Numbers of fines, citations, audit findings, 
closure of findings, percent compliance

• Efficiency Measures – Cost per citation/fine, number of days to 
respond to audit findings

• Explanatory Measure - How many corporate groups                   
involved in responses 

ENVIRONMENTAL STRATEGIE S

Risk Evaluation Case StudyRisk Evaluation Case Study

• Buyout of a Joint Venture 
Agreement

• Several hundred sites

• Varying degrees of 
cleanup liability

• Co-mingled cleanup 
liabilities

• Stranded assets

• Difficult agreement

Artist: Christian J. Walter
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Risk Evaluation Case StudyRisk Evaluation Case Study

• Agreed on Assumptions

• Mindmapping

• Process Diagramming

• Morphological Analyses

• Cost Modeling

• Crystal Ball Analyses
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Risk Evaluation Case StudyRisk Evaluation Case Study

• Decision Tree/Probability 
Mapping

• Risk Transfer

• Insurance Mechanisms

• Special Purpose 
Entities/Runoff Company

Risk Management Evaluation
2002 1 LS 2002 1 LS

10% $0 $0 10% $0 $0

2002 1 LS 2002 1 LS

60% $0 $0 60% $0 $0

3 Ye ars 2000 1 L.S. 2000 1 L.S. 2000 1 L.S 2000 3 Years

of 100% $57,094 $57,094 100% $12,764 $12,764 100% $129, 207 $129, 207 100% $67,440 $187, 152

Groundwate r

Extr action

2002 1 LS 2002 1 LS

20% $867, 303 $801, 870 20% $522, 214 $482, 816

2002 1 LS 2002 1 LS

Note : 10% $1,162,929 $1,075,193 10% $817, 840 $756, 139

(a) Remediat ion Activit y(ies) Non-Discounted Cost /Pre se nt Value

Start Da te of Activi ty Remediation Ac tivity(ies) Non-Di scounted C ost/Present Value

(b) Total  cost s are the most  likely cost; the weighted ave rage of a ll remediat ion scenarios is provided only a s an indica tion of the  orde r of ma gnitude of each strate gy.

(c) Not Included:

Ac t 2- Non-Use Inve stigations, E co and Quarterly Stormwater Septi c T ank/
Proposal and RAP  Determination Human Health Ri sk Assessme nt Sampling Drainage  Pond Drainage  Fie ld

No Action No Action

No Action No Action

SVE Syst em SVE Syst em (3 years O&M)

SVE Syst em SVE Syst em (6 years O&M)

Remediation Remediation

Scenario Scenario

Non- Disco unted Present

Cost Va lue 

20 01 10 Years

10 % $1 44,348 $1 ,17 0,792 $1 ,84 4,865 $1 ,55 7,009 5 10 .04 %

20 01 1 L.S . 20 01 15 Years

10 % $0 $0 60 % $1 44,348 $1 ,60 4,917 $2 ,56 6,605 $1 ,99 1,134 6 11 .04 %

20 01 20 Years

30 % $1 44,348 $1 ,96 1,736 $3 ,28 8,345 $2 ,34 7,954 5 10 .44 %

20 01 10 Years

10 % $1 44,348 $1 ,17 0,792 $3 ,02 9,755 $2 ,19 2,504 6 11 .04 %

20 01 1 L.S . 20 01 15 Years

60 % $5 8,2 88 $5 6,0 46 60 % $1 44,348 $1 ,60 4,917 $3 ,75 1,495 $2 ,62 6,629 6 12 .05 %

20 01 20 Years

30 % $1 44,348 $1 ,96 1,736 $4 ,47 3,235 $2 ,98 3,449 6 11 .45 %

20 01 10 Years

10 % $1 44,348 $1 ,17 0,792 $6 ,02 3,741 $5 ,84 3,636 6 11 .85 %

20 01 1 L.S . 20 01 15 Years

20 % $5 8,2 88 $5 6,0 46 60 % $1 44,348 $1 ,60 4,917 $6 ,74 5,481 $5 ,75 5,548 6 12 .85 %

20 01 20 Years

30 % $1 44,348 $1 ,96 1,736 $7 ,46 7,221 $6 ,11 2,367 6 12 .25 %

20 01 10 Years

10 % $1 44,348 $1 ,17 0,792 $8 ,31 5,768 $7 ,49 8,667 5 10 .04 %

20 01 1 L.S . 20 01 15 Years

10 % $1 50,935 $1 45,130 60 % $1 44,348 $1 ,60 4,917 $7 ,01 6,651 $7 ,93 2,792 6 11 .04 %

20 01 20 Years

30 % $1 44,348 $1 ,96 1,736 $9 ,75 9,248 $8 ,28 9,612 5 10 .44 %

Groundwater T reatment Operat io ns

Sy stem and Maintenance

No Upgrade

Sequ es tering Agent

Metal Tr eatmen t

Sequ es tering Agent

Up grade with 

ENDORSEMENT NO.

This endor se ment, effe ctive 12:01AM,

Forms a part of  Policy N o:

Issue d to:

By:

SELF-INSURED RETENTION ENDORSEMENT  

THIS EN DORSEMEN T CHANGES THE POLICY.  PLEASE READ IT CAREFU LLY

It is hereby agreed th at  the following changes are made to the De clar ations and Policy:

1. Section V . LIMITS  OF C OVER AGE; DEDUCTIBLE , is re-title d “Se ction V. LIMITS OF COVERAGE; SELF-
IN SURED RETEN TION”.

2. All references in I tem 3 of th e Declarations page to “D eductible” are  repl ace d with “ Self-Insu red Retentio n” on each
occasion.

3. Section V., LIMITS OF COVERAGE; DED UCTIBLE, Paragraph G  (1)  Coverages A through I is de leted in its
entire ty and replaced with the following:

V. LIMITS OF COVERAGE; SELF-INSURED RETENTION

G. Self-Insured Re tention

(1) C overages A  through I

Subje ct to the Paragraphs V.A through V.F.  abov e, th is Policy is to pay  covered Clean-Up Costs or
Loss, as the  case m ay be, in exc ess of the Self-Insured R etention amount shown in It em 3 of the
Dec lara tions for that partic ula r coverage, up to but not exceeding the applicable "Each Incident" limit
of coverage. The Self-Insure d Retention applies to a ll Clean-Up Costs or Loss, whichever is
applicable, arising from the same, relate d or continuous Pollution  Conditions.

If  the same , rela ted or continuous Pollution C onditions re sults in cove rage under more  tha n one
coverage unde r Cove rages A through I, the highest applicable Se lf-Insure d Re tention under such
Coverages shall apply.  A sepa rate  Se lf-Insured Retention a pplies under Coverage J.

The Se lf-Insure d Rete ntion is to be borne by the Insured and is not to b e insur ed.   The Insured sha ll
promptly re imburse the Company for advancing a ny element of Clean-Up C osts or Loss falling
within the Insured's Self-Insured Re tention.

The insurance provide d by this Polic y shall be exc ess over the applic able Self-Insured Retention
amount shown in I tem 3 of the Decl arations,  whether such ret ention is  colle ctibl e or not collectible by
re ason of the refusal or inability of the I nsured  to pay the Self-Insured Retention due to insolvency,
bankruptcy or  any other  reason.  In no event shall the Company be responsib le to  ma ke any payment
under this Polic y before  the Insured ha s paid the  Se lf-Insured Rete ntion, and the  r isk of
unc ollec tibility ( in whole  or in part) of  such Self-Insured Retention is expressly re taine d by the
Insured and is not in any way or under an y  circumst a n ces insured or  assumed by the Company.

All othe r terms, conditions and exclusions shall remain the same.
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Risk Evaluation Case StudyRisk Evaluation Case Study

• Get stakeholders involved 
early

• Use a business process

• Make sure everyone agrees 
on the ground rules and 
assumptions

• Be consistent and 
reproducible

• Communicate concisely

• Be creative

Lessons Learned

ENVIRONMENTAL STRATEGIE S

Presenting the ResultsPresenting the Results

• Define the results in terms management can understand

– How was liability identified and quantified

– What are the priority liabilities

– What are the specific objectives, targets, plan of action, and 
assumptions

– What are the varying degrees of liability

– What are the costs, timeframes for cash flow, and probability 
of occurrence 

– What are the options and your recommendations                
with levels of risk management
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Goals of This SessionGoals of This Session

• What is the cost/benefit relationship 
between investment in environmental risk 
management and return on that investment?

• How does a company measure the return 
from environmental management 
investments?

ENVIRONMENTAL STRATEGIE S

Questions?Questions?


